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" Department of the Treasury
“  Internal Revenue Service -
~ Mid-Atlantic (TE/GE)
‘Dt JAN - 9 2001

_ Emplcyer Identification Number:

Person to Contact:

Té_'lepfione Number:

CERTIFIED MAIL

.IﬁjiR’épl);‘Rcfcr To:

Dear Applicant:
*
We have considered your application for recognition of exemption from Federal income tax
under section 501(c)(6) of the Internal Revenue Code and have determined that you do not qualify
for exemption under that section. Our reasons for this conclusion and the facts on which it is based
are explained below. i : T

The evidence submitted indicates that your organization was fommed as a corrcoation @iy

N You: current articles of incorporation provide that you are organized “to provide a

forum for subscribers to _ urance agents’ management computer
software to obtain training, advice, and assistance from other members.” Your bylaws provide for
three classes of membership: Regular Members, Company Members, and Associate Members. The

qualifications necessary for such membership ure described in Article 11T Section I of your bylaws,
and are paraphrased below: ' o

Regular Members - Insurance agencies/ brokerages using 2 GEEMMIPpoduct who ace

also receiving software support from

C:'mpany Members - Insurance companies whose business is the sale, marketing or
promotion of insurance products or line of products. These insurance carders must be
represented by insurance agents/brokers currently using properly licensed

software.

Associate Members - Companies (vendors) whose business is the sale, marketing or
promotion of insurance related products or line of products.

Your bylaws further provide tha* the governance, manageinent, and direction of the
organization are vested in only the Regular Members (users of h

as described bc_:low:




. Reguhr Members only may sen'e on the E\ecuu\'c Comrmttcc (compnscd of Ofncera,
Artcle VI Sccnon II) . ; .

e Regular Membcrs only may remove Otﬁcers (Arude VII Scctxon I‘C)

According to thc dcscrxptxon of activities prondcd n your qpphcatxon the ¢ smgle purpose
of the organization is “to function as a software users group the membess of which “ace insurauce
agencies who use certain software”, and who have “a common 'business intercst ia ... the effecuive

‘use and administration of the system. The goal is to maintain’ and xmp:ove business conditions -
related to the system.” [underlines ours] : -

According to the information provtded in jour 'u'tldm ofi mcomomtmn the software system
to which you refer is a product (or products) of a parncul:xr business. m A
slightly different name, _., is included in the orgmxzauon s logo as
shown below. Given the similarities, we assume that these businesses are either one in the same, or
that one is a division or subordinate of the other. Your bylaws make no distinction between the two
names as only the acronym is used througbout So as to avoid confusion, and given that the

namc lends itself to the likelihood thatsuch is ihe case, said so &\vxrc produccr will hereafter be
referred to as&: for purposcs of tlus determination.




All income is received from membership dues.
e : S L ' :
Your GHEEN® rcsponse to our QNP request for additional information expounds on the
organization’s activities by stating, in part, the following:
“Membership includes Agents and Agcn_éie_s that use one or more of the .
software programs, frequently, side by side with’ competing programs, as well as
insurance carriers, who communicate with ageats and agencies utilizing many
different management systems, as well as other interested partics. '
“The issue of the users group is primarily the use of standardized computer language,
or protocol.  Most Insurance carders {(companies)’ wish to "have a proprietary
language and system, thereby, theoretically, tying the agency closer to the company.
Communication and productivity can only ir)étcgisc"Sighiﬁcandy by the adoption of
an industry protocol. Secondary uses are the seamless integration of a vast array of
available hardware, software and emetging;_v,'c.or_r'i_.municntion venues and the most

productive use of all of these options,

“ Two revenue rulings have beea cited in the questions raised in regard to this
application. Revenue Ruling 83-164 dt::ilt",fi\'it}} the application for tax-exempt status
by an organization composed of diversified businesses, which used one particular
brand of computer. application differs finm the situation in this ruling
since it is composed of members of a particular segment of business and is involved
in the problem of communication using new technology. The use of the technology
is not limited to one product. Members have varied computer hardware and diverse
software packages that need to be integrated. QM dcals with problems involving
and promotes the use of! » Which will allow"
an agent to obtain quotes from several insurers for a clicnt, but with a single
inputting of the client information. also works closely with other non-profit
groups such as (NN the industcy standards group, G e 4

and the the

" - the O——
GEE® Thus, the GNP focus s beyond a single product and involves

members of a single business segment.”

E

“In summary, (NSNEP activities promote the common business purpose of
improving the communication between agents and insurance companies. The
method of communication is new, using electronics instead of paper. This s a
rapidly changing and dynamic area, which takes constant attention to keep the (sic)
up with the elusi-: cutting edge technology. The property and casualty insurance
line of business (those who are insured, ageats and insurance companies) will be
aided by the improved communication.”

In comparing this somewha. inscrutable response to the information originally submitted
with your application, we have interpreted the above to mean that the organization’s goal is to

integrate the software of a particular business ( with various other

hardware and software systems so as to form a standardized language to facilitate communication
among these various systems and the users thereof,




.. lris further mdxcag:d in your QS respohég ?hai. the foregc?ing puzpose is accomplished
pumacily via the Internet and e-mail. As such, the organization’s website would best illustrate the
precise nature of its activities. As it was anticipated that such may be the case, our SEEEPctter
included a request for a hardcopy of the website, In response, it was stated that you are still awaiting

reccipt of such from your webmaster, at which time a copy will be forwarded to the IRS. To date,
we have not received a hardcopy of the organization’s website.

It was possible, however, to glean some information regarding the website from other
documents in the application case file. In what appears to be a status update letter to the

membership, it is stated that the website has beén set up with links to the members’ agencies “and
other agencices within t.hc'umbrclla.", : '

Further, as the bylaws appear to have been printed from the website, the first two pages
thereof reflect some, if not aii, of the links available.. These include, in general, access to the
following types of information: membership, governing body, professional societies, insurance
fraud and safety, etc. In particular, there are links to 'numerous insurar e agencies, aud the following
specific links:, “About", “Visit "yand ¢ ". There are no apparent links
regarding the competitors of

o .
The above-mentioned letter to the membership goes on to state, “We hope that all members

~will remain members and help us to enhance not oaly our agency management software, but

Q@ s well. We also sk that whea meeting other users of the (RN systems you

encourage them to become members of (NNE-1s0. The lacger our number, the louder our
voice.”” [underlines ours] ' '

Section 501(c)(6) of the Internal Revenue Code provides for exemption from Federal

ncome tax for organizations which are business leagues, 10t organized for profit, and no pact of the
nct earnings of which inures to the benefit of any prvate sharcholder or individual.

Section 1.501(c)(6)-1 of the Regulatious defines a business league as an association of
persons (the term “persons” includes legal entities such as trusts and corporations) having a

- common business interest, whose purpose is to promote the common business interest and not to

engage in a regular business of a kind ordinarily carried on for profit. Its activities are directed to the
improvement of business conditions of one or more lines of business rather than the pesformance
of particular services for individual persons.

Section 1.501 (c)(3)-1 (d)S)) of the Regulations states that conducting research for purposes
of the design or construction of equipment is incident to commercial operations.

Revenue Ruling 56-65, 1965-1 C.B. 199, holds that furnishing particular information and
specialized individual service to members through publications and other means to effect cconomies

in the operation of their invididual business constitutes the performance of particular services for
individual persons.

Revenue Ruling 74-147, 1974-1 C.B. 136, holds that an organization which directs its
activities to members whose common bi<iness interest concerns the use of computers made by -
diverse and competing manufacturers quaifies for exemption under IRC scction 501 (€)(6).




Revenue Ruling 83-1 64, 1983-2 C.B. 95, holds th
represent those who own, rent, or lease computers produce
does not qualify for exemption under IRC section 501(c)(6)

at an organization whose members
d by a single computer manufacturer

RN

Although the members of the orga
Rul. 83-164 have a common business interes

described in Rey., Rul, 74-147 dicects its activities to users of computers made by diverse and

competing manufacturers, while the organization described in Rev, Rul. 83-164 directs its activitics.
to users of computers made by one manufactur_et. '

You state in your L BTN that this organization differs from that described jr,
Rev. Rul. 83-164 because it is involved in the problem of communication using new technology, the
use of which is not limited to one product. We contend that the technology to which you refer,
although it may be used with various products, is'itself 2 particular sofrwace produc
- Given that your mémber'_s:hi'p" iSj'_‘su:bstzmdally limited to, and your activities
ace substantially directed towards the users of, and those "
software company, y rto

discernible difference between the two orp :
(computers vs. software), which is irrelevant to the issue at hand.

Morceover, as is indicated in your articles of incorpomn'on, and as 1s stated in your
application, the Organization’s “single Purpose™is to serve the users of this technology proauct and
improve the business conditions related to this product -- orin other words, the business

.
candleiaan o
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This is further substantiated by the fact that the govemance, management, and direction of
the organization are vested in only those membegs 'ho are users of

- products; that your website contains three diffecent links pertaining to @

-, but does not also include links regarding said organization’s competitors; that the
acronym for “is an integral part of your organization’s name;
and that the name OFh

is included in your organization’s logo.

Although you do not directly sell ! products, the existence

of an organization dedicated to providing services primarily for users of, and those affected by users
of, a particular product is an incentive towards purchasing the product which cannot be disregarded
as merely incidental, : ' '

By directing your activities primarily to users of, and those affect
products, you are directing your activitics towards the improvement of
business conditions in only those scgments of the insurance industry to which your members
belong. This limited focus 1s in direct contrast to section 501 (c)(6) Purposes as it helps to provide
an advantage to - and its users at the expense of its competitors and
those in the insurance 1dustry vho may use, or wish to use, other brands of similar software. Such

suppression of a competitive environment serves, ultimately, as an impediment to the progress of
the insurance industry.

ed by users of,




In addit

users of, S RN
services and the educational after-sales sem
their customers. "This n ot only perpetuates
advantage by relicving them of this b'h“r‘d"é;i', butin’so doing

products, there is no discernible distinction between your
ices that b :

competitive
s L , but ia may itself e seen as operatinga
business ordinacily conducted for profit as described, and prohibited, in Section 1.501(c)(6)-1 of the
Regs. This is'tru'g‘rcgnrdlc‘ss‘,df whether a ;prbﬁt'"is'ge_riegan?d,jc‘)_r_ who the ultimate recipient of any
profit (whether direct or indir'qct)v rnaybc LT L e e )

‘ tware products may be -
Wate, an activity which i incident to
cri ’édin".S'_eéti'oh,l.'50,1“(6)_(3)-
"lto_f's:hevl_iegs.? SR

considered a form ) of
the operation of a business ordinarily,‘_cqnd_qc”'
1(d)(5)(@) of the Regs., and prohibited under

Finally, because your membership is subst:antlall)'rv_l‘i:ﬁité‘_cl_'tb users of, and those affected by -
users of, a particular business’ products, the provision of information and services regarding such
products is considered the performance of particular services for individuals as described in Rev.
Rul. 56-65. Such is also ,%ge case regarding the p._r‘ovision.of_-yebsitc, links pertaining to _

» the provision of website links to particular insurance agencies, and the
inclusion of the name in your organization’s logo. '

Thus, the organization’s activities are not considered to be directed towards the
improvement of business cenditions of one or more lines o1 business within the'meaning of Section
1.501(c)(6) of the Regs., but rather towards the improvement of business conditions o (RN

Insurance Software, Tnc. and the individual users of its products.
Therefore, we have concluded that you do not qualify for exempticn from Fedecal income
tax as an organization described in Section 501(c)(6) of the Code. In accordance with this

determination, you will continue to be recognized as an organization which is subject to Federal
income tax,

Ifyou do'not agree with our determination, you may zequest consideration of this matter by
the Office of Regional Director of Appeals. To do this, you should file a written appeal as explained
in the enclosed Publication 892. Your appeal should give the facts, laws, and any other information

to support your position.

If you want a hearing, please request it when you file your appeal, and you will be contacted
to arrange a date. The heating may be held at the regional office or, if you request. at any mutually
convenient district office. If you will be represented by someone who is not on.s of your principal
officers, that person will need to file a power of attorney or tax information authorization with us,

Appeals submitted which do not contain all documentation required by Publication 892 will
be returned for completion, '

aresubatannall) limited 4tc‘_>_'uscrs of, and thos_é affected b)"‘. .

usiaesses conducted for profit ordinarily offer
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